Globalization is a phenomenon of many dimensions: international trade and migration, financial integration, multinational production, international knowledge flows, etc. We are concerned here with multinational production (MP), defined as production that is carried out by firms outside of their country of origin. There are several important questions as- 1 This is because the importance of a subsidiary depends on the magnitude of its production activity (which we proxy by sales) rather than the way in which it is financed. For example, if the investment to open a subsidiary were financed from local sources, this would not show up as FDI, but it would appear in our MP data. 
Our analysis of the MP data emphasizes the analogies between MP and international trade because these two flows are intimately related. On the one hand, trade and MP are substitutes in that they are alternative ways by which firms can serve foreign markets or take advantage of low priced factors of production in foreign countries. On the other hand, trade and MP are complements in that foreign subsidiaries of multinational firms are intensively engaged in both imports (for inputs) and exports to third countries. We measure bilateral MP flows from country i to country l by the sales of foreign affiliates in country l that belong to country i multinationals. This is analogous to bilateral trade flows. More formally, if X iln are the sales in market n by subsidiaries in location l that belong to multinationals from country i, MP flows from i to l result when we sum X iln over n, Y il = n X iln -and we do not keep track of the destination of the sales), while trade flows from l to n result when we sum X iln over i, X ln = i X iln -and we do not keep track of the country of origin of the firms making the sales.
Our dataset is a cross-section of aggregate bilateral MP flows and counts (i.e., number of affiliates) across 59 countries for the late 1990s. As far as we know, there are three alternative datasets on bilateral MP. Alfaro and Charlton (2009) [1] use firm-level data provided by Dun & Bradstreet. These are registry data, so while there is useful information at the firm level, there is a concern about accuracy in the aggregation to the country level.
2 Despite using smaller samples of countries, Fukui and Lakatos (2012) [11] and Alviarez (2014) [2] take important steps in assembling bilateral MP data disaggregated by sectors, with Eurostat FATS as the main data source. One obvious concern is the pervasiveness of missing values: three quarters of the source-host-sector relationships are zeros or missing. While not perfect, the author addresses the problem using ORBIS and BEA data as additional data sources.
I Data
The construction of the MP database combines several sources, the main one being published and unpublished data by UNCTAD. The UNCTAD dataset includes the sales by affiliates of foreign firms, the number of local affiliates owned by foreign firms, and their employment and asset value. 4 We focus on a sample of 59 countries, which entails 3,422 (58 × 59) possible observations. Each observation is an aggregate over non-financial sectors constructed as an average over the period 1996-2001.
A problem with the UNCTAD data is the large number of missing values. We use data on the value and count of mergers and acquisitions (M&A) from Thomson and Reuters to fill in missing observations. The supplemental online material presents a detailed description of the data and the extrapolation procedure. 4 Bilateral FDI flows and stocks from the Balance of Payments are also included. 5 As an alternative extrapolation procedure for affiliate sales, we use (bilateral) Foreign Direct Investment (FDI) stocks from the balance of payment of countries (international investment position). for which the number of missing observations is substantially lower.
II Gravity and the Margins of MP
We revise the evidence on MP gravity, including the extensive and intensive margins of MP, and we compare it with trade gravity, using bilateral trade flows in all goods from Feenstra and Lipsey (2005) [10] . The extensive margin of MP refers to (1) the presence or not of affiliates from i in country n and (2) given that country i has MP presence in n, the number of affiliates of firms from i in n. 6 The extensive margin of trade simply refers to the lack or presence of trade flows from country i in to n-we do not have the analogue of (2) for the trade data (e.g., the number of exporters from i into n).
denote affiliate revenues of firms from i in l, as a share of gross production (in non-financial sectors) in country l; and λ T il ≡ X ln /X n denote trade flows from l to n, as a share of expenditure in country n (calculated as gross production in non-financial sectors minus exports plus imports in goods in country n). Table 1 shows the results for gravity for trade and MP using Ordinary Least Squares (OLS). In columns 1 and 2, we estimate a linear probability specification for the extensive margin of trade and MP. In doing so, for MP, we exploit our data that indicate the presence of MP activity from country i in l: the dependent variable in column 1 is a dummy that takes the value of one when we observe a positive or missing value in our data, and zero otherwise. For trade, in column 2, the dependent variable is a similar dummy.
7 Columns 3 to 6 show the results of a log-linear specification for the intensive margins of trade and MP. In column 3, the dependent variable is (in logs) the trade share λ T ln . In column 4, the analogous dependent variable is (in logs) the MP share λ M il . We further decompose this aggregate MP share into the number of affiliates M il (column 5), and revenues per affiliate y il ≡ Y il /M il (column 6). In all cases, regressors are geographical distance and dummies indicating common border, common language, and colonial ties, from CEPII. The effects of distance on the country-level extensive margin are large and significant: doubling distance decreases the probability of observing MP activity 6 The relation between MP volumes and gravity has been largely documented, among others, by Carr, Markusen, and Maskus (2001) [8] , who uses affiliates' sales, and Razin, Rubinstein, and Sadka (2003) [19] and Head and Ries (2008) [15] , who use FDI stocks. None of these papers can distinguish between the two margins of MP; the exception is Ramondo (2014) [18] . 7 For trade, results are unchanged whether we assume that the few missing values are zeros, assume that they are positive missing values, or drop them altogether from the regression. Dep var 
Y l denotes gross production in non-financial sectors, while X n is expenditure (gross production in non-financial sectors minus exports plus imports in goods). M il denotes number of affiliates from i in l, while Restricting our attention to the countries in our MP dataset, we find that 50 percent of all ordered country pairs have zero MP while only 3 percent have zero trade. It is then not surprising that we find no impact of distance on zeros in bilateral trade flows.
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Conditional on observing some MP activity, the effects of distance on MP shares (λ The last two columns in Table 1 decompose the effects of geographical variables on aggregate MP flows into the extensive (number of affiliates M il ) and intensive (sales per affiliate, y il ) margins, given that we observe some MP activity by country i in l. The extensive margin of MP is much more elastic to changes in each of the covariates included in the regression than the intensive margin: for instance, a ten-percent increase in distance decreases the number of affiliates from i to l by almost eight percent, while sales per affiliate only decrease by 1.2 percent.
To explore the relative importance of the extensive and intensive margins of MP, we perform an analysis similar to that in Eaton, Kortum, and Kramarz (2011) [9] . In figure 1a, we show the bilateral number of affiliates against the size of the receiving market, measured as gross production. As in the analysis in Eaton et al. (2011) [9] , for the number of French exporters in each importing country, the relation in Figure 1a is increasing but cloudy. Once we normalize the extensive margin of MP for firms from i in l by the MP share of i in l, the relation becomes tighter: fitting a linear relation in figure 1b (with a constant) delivers a coefficient of 0.61 (s.e 0.03), virtually identical to the elasticity reported by Eaton et al.
(2011) [9] for French exporters. Including source country fixed effects brings the size-elasticity down from 0.61 to 0.51. 8 Helpman, Melitz, and Rubinstein (2008) [12] find an effect of distance on the extensive margin of trade: since their sample of countries is much larger (158), the fraction of country-pairs with zero trade is around 50 percent. 
III Trade and MP Openness
As shown by Arkolakis, Costinot, and Rodriguez-Clare (2012) [5] , given a trade elasticity ε, a sufficient statistic to compute the gains from trade for a country (i.e., the proportional increase in its real income as it moves from autarky to the trade equilibrium) is its domestic trade share: GT l = (λ 9 This formula is also valid for the models with only MP in Burstein and Monge-Naranjo (2009) [7] , McGrattan and Prescott (2009) [16] , and Ramondo (2014) [18] . As mentioned above, deviations from the frictionless benchmark should be related to trade and MP costs. We explore the magnitude of such costs by applying the approach in Head and Ries (2001) [14] , both for trade and MP. Let τ ln be the iceberg trade cost from l to n, and let γ il be an analogous iceberg productivity loss for multinationals from country i that produce in l. Under symmetry (i.e., τ ln = τ nl and γ il = γ li ) and assuming that there are no domestic trade and MP costs (i.e., τ ll = γ ll = 1 for all l), then we can compute trade and MP costs from the observed flows as τ ln = (
and γ il = ( according to our accounting, the current account would have a surplus of 7.4 percent, as a share of GDP, mainly coming from a large trade surplus (8.6 percent of Chinese GDP). The other country that experiences a current account surplus is the Netherlands with a surplus of 21 percent of its GDP coming from a trade surplus of 6 percent and MP profit surplus of 15 percent, both in terms of Dutch GDP. The prediction for Japan is a current account surplus of around five percent of its GDP, for the late nineties, coming from a 2.2 and 2.9 percent surplus in trade and MP profits, respectively.
